TEXAS PENSION REVIEW BOARD
ACTUARIAL COMMITTEE MEETING

AGENDA

Thursday, September 19, 2019 - 1:00 PM
Friday, September 20, 2019 - 9:30 AM
Capitol Extension, Committee Room E1.012
1100 N. Congress Avenue, Austin, Texas 78701

Note: The Actuarial Committee may take up any item posted on the agenda at any time during its
meeting on Thursday, September 19, 2019 or at any time during the continuation of the meeting on
the following day, Friday, September 20, 2019, for which a separate meeting notice has been posted.

The Committee may discuss or take action regarding any of the items on this agenda.

1. Meeting called to order
2. Roll call of Committee members
3. TAB 1 Approval of the September 13, 2018 Committee meeting minutes
4. Intensive actuarial reviews of the following:
a. TAB 2A Odessa Firemen'’s Relief & Retirement Fund
b. TAB 2B Paris Firemen’s Relief & Retirement Fund
5. TAB 3 Informal guidance for developing a Funding Policy (SB 2224)
6. Invitation for audience participation

Note: The Committee anticipates recessing after the last item above and resuming Friday morning to
take up any remaining agenda items.

7. TAB 4 Update on revised Funding Soundness Restoration Plan from City of Irving and Irving
Firemen’s Relief & Retirement Fund

8. TAB 5 Informal guidance for conducting Investment Practices and Performance Evaluations (SB
322)

9. TAB 6 Rulemaking relating to fee disclosures (SB 322)



10. Date and location of next Actuarial Committee meeting — TBD
11. Invitation for audience participation

12. Adjournment

NOTE: The Committee may go into closed session concerning any item on this agenda if authorized under the Texas Open
Meetings Act, Government Code, Code Ch. 551. Persons with disabilities who plan to attend this meeting and who may need
special assistance are requested to contact Mr. Wes Allen at (800) 213-9425/ (512) 463-1736 three to five (3-5) working days
prior to the meeting date so that appropriate arrangements can be made.
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Intensive Actuarial Review: Paris Firefighters’ Relief & Retirement Fund

Executive Summary

Introduction

This intensive actuarial review of Paris Firefighters’ Relief and Retirement Fund (“Paris Fire” or “the Fund”)
is intended to assist the Fund’s board of trustees and the City of Paris (“the City”) in assessing the Fund’s
ability to meet its long-term pension obligation. The plan members and the City increased their
contribution rates in 2018 from 15% to 16% and 12% to 14%, respectively. Despite these increases, the
unfunded liability will continue to grow, and its low funded status will continue through the next decade.

The Pension Review Board (PRB) encourages the Fund and the City to review the findings and conclusions
of this report carefully and jointly adopt a forward-looking plan to address these risks and guide the Fund
towards a path of long-term sustainability. The PRB can provide technical assistance in formulating such
a plan.

Overview

Paris Fire’s actuarial value of assets (AVA) was lower in its latest valuation (12/31/2016) than it was in
2001, while the actuarial accrued liability has increased by more than 78% over the same time period. This
has resulted in a dramatic decrease in the funded ratio from 67.6% to 35.6%. This underfunding can be
primarily attributed to the fact that existing benefits are not funded and the contributions going into the
Fund are not enough to pay current distributions, much less pre-fund future benefits or pay the interest
on the existing unfunded benefit liability debt.

In fact, given the retiree (inactive member) portion of the accrued liability is less than 50% funded, in
addition to using all contributions and investment income, the fund sold nearly $1.5 million in assets
between 2001 and 2016 simply to pay benefits. At 35.6% funded, Paris Fire is essentially a pay-as-you-
go plan, as its assets are leaking out of the plan faster than its contributions and investment income can
replace. Spending down assets, rather than accumulating them, means that the Fund does not reap the
advantage of compound interest available to traditional, pre-funded pension plans.

The Fund’s board of trustees has been slow to react to its perilous situation, appearing to have focused
primarily on maintaining a low amortization period rather than heeding other warning signs such as its
declining funded ratio, low cash flow, and consistently underperforming its assumed investment return
during a decade-long bull market. The board has not completed legislatively-mandated minimum training
requirements designed to ensure fiduciaries of public pension funds are prepared to fulfill their duties.

Conclusion

Paris Fire should consider increasing contributions to address immediate funding demands in the short-
term; developing a strong funding policy to alleviate the need for stopgap measures in the future; working
with its actuaries and other consultants to ensure its investment assumption is not too aggressive; as well
as reviewing its investment processes to generate needed improvement in asset returns.

In addition, there is also a need for a more hands-on approach to the plan’s governance by its board.
Completing minimum training requirements is just an initial step toward developing proactive leadership,
which should also include seeking guidance from peer systems, additional educational opportunities, and
asking questions of the Fund’s professional advisors and reviewing their performance regularly.
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Intensive Actuarial Review: Paris Firefighters’ Relief & Retirement Fund

Background

Texas Government Code Section 801.202(2) requires the PRB to conduct intensive studies of potential or
existing problems that threaten the actuarial soundness of or inhibit an equitable distribution of benefits
in one or more public retirement systems. The PRB identified a set of key metrics, in addition to
amortization period, to determine and prioritize retirement systems for intensive actuarial review. After
evaluating these metrics, the PRB selected Paris Firefighters’ Relief and Retirement Fund (“Paris Fire” or
“the Fund”) for review. The following data points were calculated based on the Fund’s December 31, 2016
actuarial valuation and December 31, 2017 annual financial report, the information available to the PRB
at the time the Fund was selected for review in May 2019:

Non-
DROP as % Investment
of FNP Cash Flow as
% of FNP

A t. A P Il Actual
mor Funded UAAL as % ssumed ayro (A{IF]

Period Rate of Growth Cont. as %

Ratio of Payroll

(Years) Return Rate of ADC?

41.9 35.64% 373.34% 7.50% 3.50% 80.16 N/A -12.44%

e |ts funded ratio of 35.64% was the lowest in the state.
Plan Profile

e The Fund’s non-investment cash flow as a percent of

Actuarial Accrued Liability: 514,957,795 FNP of -12.44% was also the lowest in the state.

Market Value of Assets: $4,764,272 e Its UAAL as a percent of payroll of 373.34% was the ninth

. . . . . 2
Normal Cost: 9.54% of payroll highest in the state and the third highest among its peers.

e Actual contribution as a percent of its Actuarially
Determined Contribution (ADC) of 80.16% was one of the
ten lowest in the state and the second lowest among peers.

Contributions: 16.00% employee
14.00% employer

Membership: 49 actives
41 annuitants

Social Security Participation: No

Since selecting Paris Fire, the PRB received the Fund’s 2018 annual financial report in June 2019. The data
used in this review is from the December 31, 2016 actuarial valuation and December 31, 2018 annual
financial report.

! For plans whose contributions are made as a fixed rate based on statutory or contractual requirements, the ADC
for this purpose is the contribution needed to fund the benefits accrued in the current year and maintain an
amortization period that does not exceed 30 years, as required to be reported under Texas Government Code
§802.101(a).

2 See Appendix for more detail on Paris Fire’s peer group.
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Intensive Actuarial Review: Paris Firefighters’ Relief & Retirement Fund

Risk Analysis

Paris Fire is one of the few Texas public retirement systems with a flat benefit design (which equates to
$94 per month per year of service credit), which is typically less risky than the more common benefit
structures based on final average salary (FAS) calculations. In a flat benefit structure, distributions are
driven by growth in the retiree population and, unlike FAS-based benefit designs, are not impacted by
payroll growth.

Despite its lower-risk benefit design, Paris Fire is experiencing significant financial stress. High
distributions compared to contributions and investment experience consistently not meeting
assumptions have caused a precipitous decline in funded ratio, and if not addressed, funding levels could
continue to worsen in the coming years. Since 2007, Paris Fire has changed investment managers, and
both the City and members have made contribution increases. However, in the short term, the Fund will
require additional contributions to put it back on the path toward financial soundness. There is also a
need for a more proactive approach to the plan’s governance by its board to help sufficiently mitigate
these risks.

Funding Risk

Paris Fire’s unfunded actuarial accrued liability (UAAL) has more than tripled since 2001, from $2.7 million
to $9.6 million. As the Fund’s actuarial accrued liability (AAL) has steadily climbed, its assets have
stagnated, so much so that the projected 1/1/2019 AVA is more than 30% lower than its peak as of
1/1/2005. Paris Fire’s funded ratio decreased from 60.7% in 2007 to 35.6% as of its December 31, 2016
actuarial valuation. This decrease in funding over the course of a decade is staggering, especially when
considering that Standard & Poor’s credit rating methodology considers a three-year average pension

funded ratio of 60% or below as “weak.”3

Actuarial Assets vs. Liabilities
318 75%
s16 | 67.6% 70%
$14 ——— 65%
2001 UAAL e 2017 UAAL

12 60%
> S2.72Million $9.63 Million °
2 $10 — 55%
2 $8 I 50%
E $6 , A— P T S — ——— Y 45%
Y 40%
52 36% | %
30 30%

2001 2003 2005 2007 2009 2011 2013 2015 2017

AVA (in millions) AAL (in millions) Funded Ratio

3 U.S. State Ratings Methodology, Standard & Poor’s, October 17, 2016.
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Based on analysis of the causes of change in the UAAL, the Fund’s inability to meet or exceed its assumed
investment return was by far the greatest cause of the UAAL increase, as shown in the following graph.
Insufficient contributions and adjustments to actuarial assumptions have also negatively impacted the
UAAL, but insufficient investment returns have outpaced all other factors, combined.

Sources of Change in UAAL 2007 - 2016
80%
9 70% | 53,528,531
8 60%
O 50%
£ 20%
2 $1,390,114
w 30%
o $1,066,524
2 20%
o
10%
5 oo . $(198,852) S [
a 0% T T . T T T
-10%
Investment Contributions Liability Benefit Changes Changes to Other
return lower experience worse assumptions
lower than than normal cost  (better) than and methods
assumed + interest on assumed
UAAL

Investment Return Experience vs. Assumptions

Over the time period for which data is available, Paris Fire’s 5-year annualized returns fell well short of
the assumed rate of return in all but two periods. Since 2008, the 5-year return has only surpassed the
assumed rate once, with all other years less than 4.5%. The Fund’s 10-year annualized returns are even
worse, with not a single period ever reaching, much less surpassing, the assumed return.

Actual 5-Year Annualized Returns vs. Assumed Returns
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Intensive Actuarial Review: Paris Firefighters’ Relief & Retirement Fund

Historical Trends

To conduct an intensive review of risks associated with the long-term funding of a pension Fund, it is
important to analyze trends in multiple metrics. A plan with an asset level lower than its accrued liability
has insufficient funds to cover benefits. A plan can experience an increase in unfunded liability due to
various factors, including insufficient investment returns, inadequate contributions and inaccurate or
overly aggressive assumptions. Hence, a single metric cannot effectively capture the different drivers
contributing to the increase of a plan’s unfunded pension obligation. This section analyzes historical
trends in various metrics identified by the PRB and makes comparisons to understand the sources of
growth in unfunded liability for Paris Fire.

Paris Fire’s funded status has been steadily declining since 2001. Numerous factors have contributed to
this deterioration, including investment returns being lower than the chosen assumption, increased
benefit payments, and a fixed-rate funding structure. The following sections discuss these and other
factors in detail.

Assets and Liabilities
Funding Trends

Funded Ratio, Assets, Liabilities and Year over Year Growth
Valuation Year 2001 2003 2005 2007 2009 2011 2013 2015
Funded Ratio 67.57% 63.33% 64.47% 60.70% 50.45% 51.96% 44.94% 42.74%  35.64%
Am Period (years) 28.7 29.7 20.9 25.1 34.2 27.9 29.2 26.1 41.9
UAAL (in millions) $2.72 $3.55 $3.84 $4.47 $6.04 $6.23 $7.49 $8.01 $9.63
AVA (in millions) $5.66 $6.13 $6.97 $6.90 $6.14 $6.74 $6.11 $5.98 $5.33

AVA Growth (YoY) - 4.04% 6.63% -048% -5.64% 4.71% -4.75% -1.08% -5.59%
AAL (in millions) $8.38 $9.68  $10.81 $11.37 $12.18 $12.96 $13.60 $13.99 $14.96
AAL Growth (YoY) - 7.46% 5.68% 2.56% 3.51% 3.17% 2.42% 1.43% 3.39%

The Fund’s actuarial accrued liability (AAL) more than tripled between the beginning of 2001 and the
beginning of 2017. During the same time period Paris Fire went from 70% funded and dropped to below
36% as of their latest valuation.

15



Intensive Actuarial Review: Paris Firefighters’ Relief & Retirement Fund

Funded Ratio vs. Amortization Period with Contribution History (2001 -2017)

Funded Ratio vs. Amortization Period
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65% 67.577\ 419
60% 2003 EE Increase
9% -> 10%
342 | 2011 €€
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Intensive Actuarial Review: Paris Firefighters’ Relief & Retirement Fund

Outflows

Outflows as a Percent of Total Net Assets
(Reported over the Last Ten Years)

Fiscal Year 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
16.85% 14.37% 19.92% 21.56% 21.59% 21.37% 24.55%

Benefit Payments 11.89% 14.07% 14.69%
Withdrawals 0.80% 0.57% 0.56% 0.08% 1.22% 2.07% 2.16% 2.26% 4.72% 0.80%
Admin Expenses 1.11% 136% 1.64% 0.53% 0.25% 0.45% 0.13% 0.79% 0.78%  0.76%

Investment Expenses - - - 1.08% 0.99% 1.09% 0.71% 0.69% 0.91% 1.03%

Other Expenses 0.42% 0.25% 0.07% - - - -
1.72% 1.61% 1.25% 1.55% 0.84% 148% 1.69% 1.79%

Total Expenses 1.53% 1.61%

Membership
Ratio of Active Members to Annuitants

2.29
2.20

1.20
1.16 1.12 1.17

2001 2003 2005 2007 2009 2012 2014 2015 2016 2017 2018
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Intensive Actuarial Review: Paris Firefighters’ Relief & Retirement Fund

Peer Group Key Metric Comparison

Funding Valuation Metrics Fiscal Year End Metrics
Non-
Actual DROP Investment
Am Period Am Funded UAALas%  Assumed Payroll Cont. as % as % of Cash Flow
Peer Group Plans Date Period Ratio of Payroll Interest Growth of ADC FNP as % of FNP
Eztrf::z::ni';i:j” SR $8,344,317 12/31/2016 289 53.14% 211.44% 7.00% 3.00% | 12/31/2017 | 101.06% N/A 8.11%
Orange Firemen's Relief &
R $8,154,674 1/1/2017 69.3 49.86% 336.03% 7.75% 400% | 12/31/2017 | 72.93% N/A 6.77%
:‘g'teif:‘r"n'ae:ﬁr:u';zmen SlEE $7,826,879 12/31/2016 27.5 69.99% 229.12% 8.00% 400% | 12/31/2017 | 100.00% N/A -4.07%
Q’Liir::;';'trifned“ s Relief & $7,712,228 12/31/2016 56.4 42.02% 398.51% 7.75% 400% | 12/31/2017 | 77.36% 4.40% -2.90%
Eft'i'::':]‘gni'::i':j" S liatEr 46,154,425 12/31/2017 44.8 37.67% 517.48% 7.50% 3.50% | 12/31/2017 | 98.82% N/A -3.35%
:2::::;:::52:‘:: Relief & $4,764,272 12/31/2016 41.9 35.64% 373.34% 7.50% 3.50% | 12/31/2017 | 80.16% N/A -12.44%
Brownwood Firemen's Relief &
o $4,158,090 12/31/2017 386 45.03% 263.23% 7.25% 3.25% | 12/31/2017 | 93.90% N/A -1.49%
Atlanta Firemen's Relief &
et e $3,744,867 12/31/2016 284 82.13% 136.63% 7.40% 3.00% | 12/31/2017 | 112.63% N/A 2.72%
;ft’iiem":gti'[ﬂze" el $3,503,753 9/30/2017 218 60.68% 152.30% 7.50% 4.00% | 9/30/2016 | 143.37% N/A -0.88%

*Paris Fire’s contribution, DROP and cash flow data are from the Fund’s 12/31/2017 annual financial report.

18



Intensive Actuarial Review: Paris Firefighters’ Relief & Retirement Fund

Peer Group Sponsor Funding Comparison

Employer 30-yr 30-Y SF % 30-Y SF %
Peer Group Plans Sponsor GF Expend EOY GF Bal Contributions Shortfall of ADC of GFE

IR LEIERS Corsicana $15,802,887 $5,342,213 $8,135,345 $554,105 $548,285 $0 0.00% 0.00%
Retirement Fund
Orange Firemen's Relief & Orange $22,114,218 $7,805,235 $8,199,175 $333,259 $456,978 $123,719 27.07% 0.56%
Retirement Fund g e A e ’ ! ! e 2R
Sweetwater Firemen's Relief &

: Sweetwater $8,733,810 $3,929,907 $3,617,210 $284,446 $284,446 0 0.00% 0.00%
Retirement Fund
Marshall Firemen's Relief & Marshall $19,191,225 $5,563,323 $10,641,648 $516,808 $668,025 $151,217 22.64% 0.79%
Retirement Fund
A OIS Plainview $13,359,607 $15,886,659 | $10,290,086 $507,975 $600,643 $92,668 15.43% 0.69%
Retirement Fund
Paris Firefighters’ Relief & Paris $24,912,768 $11,622,868 $9,626,478 $326,396 $407,179 $80,783 19.84% 0.32%
Retirement Fund
Brownwood Firemen's Relief &

\ Brownwood | $19,316,832 $3,038,924 $5,085,187 $369,559 $401,518 $31,959 7.96% 0.17%
Retirement Fund
Atlanta Firemen’s Relief & Atlanta $3,894,117 $1,746,351 $860,536 $93,096 $82,656 0 0.00% 0.00%
Retirement Fund
San Benito Firemen Relief & San Benito $10,728,675 $6,526,547 $2,270,845 $163,218 $163,218 0 0.00% 0.00%
Retirement Fund

*For comparison purposes, data in this table is from FY 2017 end-of-year reports which was available from all plans and sponsors.
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Comments from Paris Firefighters’ Relief and Retirement Fund
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Pension Review Board
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Irving Firemen’s Relief & Retirement Fund

Funding Soundness Restoration Plan (FSRP) - November 1, 2016

Irving Firemen’s Relief and Retirement Fund (Irving Fire or the Fund) was required to submit an FSRP to
the PRB by November 2016 because the amortization periods reported in the 2012 and 2014 actuarial
valuations (AV) were greater than 40 years: infinite and 63.4 years, respectively. Under the FSRP
requirement, Irving Fire has 10 years, from November 2016 until 2026, to attain an amortization period
at or below 40 years.

Plan Changes from 11/1/2016 FSRP

Employee Employer
Contributions Contributions Other

Expanded number of employees during 2016; increasing
the number of active (contributing) members by over
15% compared to the 2014 actuarial valuation.

Old: 12.00% Old: 15.65%
New: 13.00% New: 16.75%

Both plan members and the City of Irving increased contributions as part of the initial FSRP. The Irving City
Council also increased fire department staffing by 50 new firefighters. Based on analysis provided in the
12/31/2015 AV and taking into account these post-valuation events, the PRB, in consultation with the
plan actuary, estimated the changes would result in a 33-year amortization period.

Events Since the Completion of the Initial FSRP

Irving Fire’s 12/31/2017 AV reported an infinite amortization period. This increase was primarily due to
changes in actuarial assumptions, including lowering the discount rate from 8.25% to 7.50%, payroll
growth rate from 4.25% to 3.50%, and expected inflation from 3.00% to 2.75% per year.

Latest Actuarial Valuation Key Data - December 31, 2017
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7.50% Infinite 71.6% $213,960,011 $207,493,755 $82,260,569 252.13%

The reported infinite amortization period indicates Irving Fire is not expected to achieve an amortization
period at or below 40 years by 2026 and is required to formulate a revised FSRP. The revised FSRP was
due to the PRB by April 17, 2019. The PRB has not received a revised FSRP.
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Intensive Actuarial Review (October 2018)
Last year, the PRB performed an intensive actuarial review of Irving Fire. The Fund was selected for the

review in part due to a rapid increase in its DROP balance from just over 15% of total plan assets in 2014

to nearly 30% of total assets in 2016. The review highlighted the following main risk factors facing the
Fund: asset-liability mismatch associated with its DROP (guaranteed 6.25%/5.50% annual rate of return,
unlimited time to accrue this guaranteed return, and the ability to withdraw with little to no restrictions);

actual investment returns lower than the assumed return; and insufficient contribution over a long period.

The following are the key recommendations for the Fund from that review.

Key Recommendations

Perform an in-depth asset-liability study to better understand the potential risks associated with
its existing asset mix and the liabilities they support.

Consider the risk a guaranteed rate of return on DROP balances places on all the Fund’s
stakeholders while bearing in mind the impact changes could have on DROP participant behavior.
Develop written funding, benefit, and investment policies that are linked to provide a formal risk-
/cost-sharing arrangement.

Adopt a strong funding policy that requires payment of an actuarially determined contribution
(ADC).

Closely monitor investment returns and investment managers’ performance.

Continue to work with actuaries and other consultants to ensure assumptions are neither too
aggressive nor too conservative, while striving to maintain (or achieve) sound fiscal health to
secure existing accrued benefits.

Actuarial Experience Study (June 2019)
Irving Fire’s new actuary (Foster & Foster) advised changes to the Fund’s actuarial methods and
assumptions in its recently conducted actuarial experience study, including the following:

Change the asset valuation method from 5-year smoothing to market value due to the fact that
the City contributes a fixed rate of payroll and is not subject to the volatility that an ADC rate
would have.

Lower the 7.5% annual investment return assumption as actual returns over the past 28 years
have averaged 6.3% per year.

Adjust the service-based salary scale assumption so that it more accurately reflects plan
experience.

Update the assumed rates of mortality to reflect the public safety mortality tables as released by
the Society of Actuaries.

Decrease the assumed termination rates since the rate of actual retirement is very small in the
nine years after a member first reaches retirement eligibility due to the plan’s DROP option.
Lower the assumed disability rates as the valuation data showed the only disability retirement
currently receiving benefits occurred in 2000.
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https://capitol.texas.gov/BillLookup/History.aspx?LegSess=86R&Bill=SB322






https://www.prb.state.tx.us/resource-center/trustees-administrators/developing-an-investment-policy/
https://www.gfoa.org/sites/default/files/AGuideForEstablishingAPensionInvestmentPolicy.pdf
https://www.cfainstitute.org/-/media/documents/book/rf-publication/2017/rf-v2017-n3-1.ashx






https://gfoa.org/asset-allocation-defined-benefit-plans
https://www.cfainstitute.org/-/media/documents/book/rf-publication/2017/rf-v2017-n3-1.ashx
https://www.gfoa.org/investment-fee-guidelines-external-management-defined-benefit-plans
https://www.cfainstitute.org/-/media/documents/book/rf-publication/2017/rf-v2017-n3-1.ashx



https://www.nasra.org/governance
https://www.pewtrusts.org/en/research-and-analysis/issue-briefs/2016/02/making-state-pension-investments-more-transparent
https://www.cfainstitute.org/-/media/documents/book/rf-publication/2019/investment-governance-for-fiduciaries.ashx
https://www.cfainstitute.org/-/media/documents/book/rf-publication/2017/rf-v2017-n3-1.ashx



https://www.gfoa.org/investment-fee-guidelines-external-management-defined-benefit-plans
https://www.gfoa.org/selecting-third-party-investment-professionals-pension-fund-assets
https://www.cfainstitute.org/-/media/documents/book/rf-publication/2017/rf-v2017-n3-1.ashx
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https://capitol.texas.gov/tlodocs/86R/billtext/pdf/SB00322F.pdf#navpanes=0
https://capitol.texas.gov/tlodocs/86R/billtext/pdf/SB00322F.pdf#navpanes=0
https://gasb.org/resources/ccurl/399/602/GASBS67.pdf



https://www.gfoa.org/securities-lending-transactions-financial-statements



file://///prb-vfs-01.prb.state.tx.us/Shared/N%20File%20Cabinet/PRB/Research/SB%20322%20Requirements/Fee%20Disclosure/ilpa.org/ilpa-principles/




